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Background Information

As of July 31, 1998, the County’s motor vehicle and equipment parts inventory totaled

$813,500.  During the period July 1, 1997 through July 31, 1998, purchases of motor vehicles

and equipment parts totaled approximately $1,325,250.  Inventories of motor vehicle and

equipment parts are maintained by the Office of Budget and Finance - Vehicle Operations

and Maintenance (VOM) and by the Department of Public Works - Equipment Operations and

Maintenance (EOM).

The Office of Budget and Finance - Vehicle Operations and Maintenance is responsible for

maintaining, repairing and servicing all County automobiles, vans and light trucks (maximum

one-ton capacity), including all police and fire department vehicles (except fire trucks).  The

motor vehicle parts inventory is maintained at three locations: the Towson repair shop and

two satellite locations - Essex and Randallstown.  As of July 31, 1998, the motor vehicle parts

inventory maintained at these locations totaled approximately $158,500.  During the period

July 1, 1997 through July 31, 1998, purchases of motor vehicle parts by these locations

totaled $710,650.

The Department of Public Works - Equipment Operations and Maintenance is responsible

for the maintenance and repair of all heavy construction, highway and utility equipment;

trucks (over one-ton capacity), including fire trucks, ambulances and rescue vehicles; and,

light equipment (e.g., lawn tractors).  The equipment parts inventory is maintained at four

locations: the Texas repair shop, the Glenarm Fire Maintenance shop and two satellite

locations - Middle River and Inwood.  As of July 31, 1998, equipment parts inventory

maintained at all four locations totaled approximately $655,000.  During the period July 1,

1997 through July 31, 1998, purchases of equipment parts totaled approximately $614,600.

Automated perpetual inventory records were controlled centrally for all locations by the Office

of Budget and Finance - Purchasing Bureau.
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Findings and Recommendations

Physical Inventories

   1. Documentation of the annual physical inventory counts for VOM’s Towson

repair facility was not maintained on file.

Perpetual inventory records are maintained to record inventory received, issued and on hand.

 Additionally, annual physical inventory counts are conducted to verify the accuracy of the

perpetual inventory records.  Our audit disclosed that documentation of the annual physical

inventory for VOM’s Towson repair facility was not maintained on file.  Consequently, we were

unable to verify that motor vehicle parts maintained by VOM’s Towson facility were properly

inventoried and reconciled to the related perpetual inventory records.  As of July 31, 1998, the

motor vehicle parts inventory at the Towson facility totaled approximately $118,900.

We recommend that documentation of the year-end physical inventory counts be

maintained on file for future audit verification.

   2. Year-end physical inventory counts at VOM’s satellite locations were not

verified by an employee independent of the storekeeping function.

In accordance with proper internal control procedures, the County’s Purchasing Manual,

Section 21.4 requires that annual physical inventory counts be verified by an employee

independent of the storekeeping function.  However, our audit disclosed that physical inventory

counts which were conducted by the storekeepers at VOM’s satellite locations were not

independently verified.  Consequently, there was a lack of assurance that motor vehicle parts

were properly accounted for at these locations.  As of July 31, 1998, the motor vehicle parts

inventory at these locations totaled approximately $39,600.

We recommend that physical inventory counts be verified by an employee

independent of the storekeeping function in compliance with the County’s

Purchasing Manual.

   3. Differences between the year-end physical inventory and the related

perpetual inventory records for all locations were not investigated and

resolved and adjustments to the automated perpetual inventory records were

not reviewed and approved by supervisory personnel.

Although the annual physical inventory counts disclosed differences between the physical

inventories and related perpetual inventory records totaling $64,318 ($39,600 and $24,718
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for VOM and EOM, respectively), our audit disclosed that these differences were not

investigated and resolved.  Furthermore, adjustments to the perpetual inventory records were

not reviewed and approved by supervisory personnel.  Proper internal control procedures for

safeguarding assets requires that differences between the physical inventory counts and

related perpetual inventory records be promptly investigated and resolved and adjustments

to the perpetual records be reviewed and approved by supervisory personnel.

To improve internal control, we recommend that differences between physical

inventory counts and the related perpetual inventory records be promptly

investigated and resolved.  We further recommend that all adjustments to the

perpetual inventory records be properly reviewed and approved by supervisory

personnel.

   4. Access to the motor vehicle and equipment parts inventories was not

properly controlled.

Motor vehicle and equipment parts were stored in several unsecured locations.  Further,

employees (e.g., mechanics, truck drivers) had unrestricted access to the parts inventory.  For

example, although access to the VOM inventory at the Towson repair facility was restricted to

the storekeepers during normal work hours, other County employees (i.e., tow truck operators)

had unrestricted access to the parts inventory during non-work hours (e.g., weekends) when

inventory personnel were not on duty.  These conditions precluded effective internal control

for the proper safeguarding of assets since employees could withdraw items from inventory

without proper authorization.

To improve internal control, we recommend that motor vehicle and equipment parts

inventories be stored in properly secured areas.  We further recommend that access

to the parts inventories be restricted to authorized personnel.

   5. Detailed written procedures for taking year-end physical inventories had not

been established by EOM.

Although the County Purchasing Manual provides general guidelines for conducting annual

physical inventory counts, EOM had not developed detailed written procedures for conducting

physical inventories.  Detailed written inventory procedures help insure that physical inventory

counts are properly conducted on a consistent basis.

To improve internal control, we recommend that detailed written inventory

procedures be developed by EOM.  These procedures should address proper use

and accounting for inventory count sheets (cards), proper cutoff of inventory

purchases and issuances, identification of obsolete or damaged goods, performing

test counts, etc.
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Segregation of Duties

   6. Employees responsible for maintaining the perpetual inventory records also

had unrestricted access to the related inventory.  Additionally, employees

who had custody of special order parts inventory also approved the related

invoices.  Further, purchase orders were not prepared to authorize special

orders.

Employees (i.e., parts managers) who were responsible for maintaining the perpetual inventory

records also had unrestricted access to the related parts inventory.  For example, parts

managers who had custody of the parts inventory also processed the inventory requisitions

(i.e., work orders) to adjust the related perpetual inventory records.  Additionally, these

employees were responsible for receiving special order parts (uninventoried) and approving

the related invoice for payment.  Further, purchase orders were not prepared to authorize

special orders.  These conditions precluded effective internal control over the parts inventory.

To improve internal control, we recommend that the employee responsible for

maintaining the perpetual inventory records not have access to the related physical

inventory.  We further recommend that purchase orders for special order parts be

prepared (based upon the related work order) and that they be reviewed and

approved by supervisory personnel.  We further recommend that the receiving copy

of the purchase order be forwarded to the Office of Budget and Finance,

Disbursements Division, to authorize payment of the related invoice.

Automated Perpetual Inventory Records

    7. The automated perpetual inventory records were not utilized to establish

optimum inventory levels.

The County’s automated perpetual inventory records system generated material requisition

reports in order to maintain materials and supplies inventories at optimum levels.  These

material requisition reports were based on pre-established reorder points and reorder

quantities.   However, our audit disclosed that these reports were discarded and were not

utilized to purchase additional inventory.  This condition could result in inventory being over

or understocked.  Overstocked inventory precludes optimum usage of resources and

increases the potential for obsolescence; understocked inventory results in unnecessary

delays in vehicle repairs while awaiting the purchase of needed parts.  We were advised that

the automated material requisition reports were not used because the perpetual inventory

records were not maintained on a current basis.  In this regard, our test of 15 inventory

withdrawals disclosed that the perpetual inventory records were not updated for periods

ranging from 3 to 16 business days.



8

In order to maintain inventory at optimum levels, we recommend that the automated

material requisition reports be utilized as the basis for ordering materials and

supplies.  We further recommend that the automated perpetual inventory records be

maintained on a current basis.

   8. The automated perpetual inventory records did not record the motor vehicle

and equipment parts inventories by location.

As previously mentioned, the motor vehicle and equipment parts inventories were maintained

at three main repair shops (including the Glenarm Fire Maintenance shop) and several satellite

locations.  However, our review disclosed that the automated perpetual inventory records did

not record the location of motor vehicle and equipment parts inventories on hand.  This

condition precluded effective internal control over the parts inventories since accountability

over missing inventory could not be established.

To improve internal control, we recommend that the perpetual inventory records be

maintained by location.

   9. Numerous motor vehicle and equipment parts included in EOM’s perpetual

inventory records did not have a dollar value recorded.

Our review of the perpetual inventory records as of July 31, 1998, disclosed that certain

inventory items (e.g., alternators, carburetors, motors, water pumps, starters, tires) did not

have a corresponding unit value.  Specifically, of the 5,327 commodity items included in the

perpetual inventory records, 351 items (6.6%) consisting of 1,853 units of inventory did not

have a unit value.  Consequently, the perpetual inventory records, as well as EOM’s repair and

maintenance costs, were understated.  Additionally, this condition precludes effective

management of the County’s fleet operations.  For example, decisions to repair or trade in

vehicles based on historical costs could be impaired.

To ensure that the motor vehicle and equipment parts inventories are properly

valued and that repair and maintenance costs are accurately identified, we

recommend that unit values be assigned to each item recorded in the perpetual

inventory records.

   10. Numerous motor vehicle parts recorded in VOM’s automated perpetual

inventory records could not be accounted for.

Our test of VOM’s perpetual inventory records as of September 17, 1998, disclosed numerous

motor vehicle parts which could not be accounted for.  Specifically, our test of 610 inventory

items disclosed 58 items totaling approximately $800 which could not be accounted for.  For
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example, we could not account for 7 tires and 5 car batteries valued at $348 and $225,

respectively. 

To ensure that perpetual inventory records accurately reflect motor vehicle parts on

hand, we recommend that periodic test counts be taken and that any discrepancies

between the physical count and the perpetual inventory records be promptly

investigated and resolved. 
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Audit Scope, Objectives and Methodology

We audited the procedures and controls for parts inventories maintained by Baltimore County’s

Vehicle Operations and Maintenance (VOM) and Equipment Operations and Maintenance

(EOM, including Fire Maintenance) Programs for the period beginning July 1, 1997 and ending

September 17, 1998. The audit was conducted in accordance with generally accepted

government auditing standards.

As prescribed by the Baltimore County Charter, Section 311,  the objectives of our audit were

to evaluate the Programs’ fiscal activities, including the internal accounting control,

administrative and operating practices and procedures, and other pertinent financial and

compliance matters. In planning and conducting our audit, we primarily focused on the

County’s parts inventories based on assessments of materiality and risk.

Our audit procedures included inquiries of appropriate personnel, inspection of documents and

records, observation of the Programs’ operations,  and testing of actual inventory on hand.

 We also tested transactions and performed other auditing procedures as we considered

necessary in the circumstances to achieve our objectives.

The Programs’ management  is responsible for establishing and maintaining an internal control

structure. The objectives of an internal control structure are to provide management with

reasonable, but not absolute, assurance that assets are safeguarded and that transactions

are processed and properly recorded in accordance with management’s authorization.

Because of inherent limitations in any internal control structure, errors or fraud may

nevertheless occur and not be detected.  Compliance with applicable laws, rules, regulations,

policies, and procedures is also the responsibility of the Programs’ management.

Our reports on fiscal compliance are designed to assist the Baltimore County Council in

exercising its legislative oversight function and to provide constructive recommendations for

improving County operations. As a result, our reports do not address activities we reviewed

that may be functioning properly.

This report includes findings and recommendations relating to conditions that we consider to

be significant deficiencies in the design or operation of the internal control structure that could

adversely affect the Programs’ ability to safeguard assets or properly record authorized

transactions. This report also includes findings and recommendations relating to instances of

noncompliance with applicable laws, rules, regulations, policies, or procedures.
























